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Executive Summary 



The U S. Congresii recently considered a White House proposal to 
provide tax credits to families of pupils attending private elemen- 
tary and secondary schools. This proposal could reduce the tax bills 
of eligible families by up to $500 when fully imjMSknented in 1985. 
The purpose of this booklet is to demonstrate how education tax 
credits would be distributed across states. 

In the past, numerous proposals have been offered. to Congress to 
use /the federal income tax system to aid families that enroll their 
"children in private schools. Tkx deductions, tax deferrals and tax 
incentives for education have been considered as possible methods of 
assisting these families. Ibition tax credits became popuia:r in the 
1960s when proposals Were pending in both the U.S. House of Repre- 
sentatives and the U.S. Senate. Six tuition tax credit bills passed in 
' re Senate between 1967 and 1977. Not until 1978 did a tuition tax 
credit proposal pass in the House. However, the idea has never 
received the necegsary support to become law. 

Tax credits can be made sensitive to several factors that can alter 
the flow of benefits: the income level of taxpayers, the level and type 
of education expenditures against which the credit can be applied 
and the inclusion or exclusion of a refundability provision. For ex- 
ample, if the tax credit is refundable, then taxpayers with no income 
tax liability^j^receive a direct paynxent from the government in the 
amount of the credit. Taxpayers with a tax liability less than the 
value of the credit would receive a direct payment of the difference 
between the amount of the credit and their income tax liability. If 
the tax credit is not refundable, then the amount of the credit cannot 
exceed an individual's income tax liability. 

In spite of an intense debate over tuition tax credits, little is 
known about their probable impacts. Researchers have examined 
specific tax cr^it proposals to determine the reyenue loss to the 
federal treasury and the distributional impacti!i among regions, 
schools and individuals. For a tax credit program offering a maxi- 
mum credit of $250, limited to families with children enrolled in 
private elementary/isecondary schools,' it has been estimated that 
1.3 billion fewer dollars would flow into the U.S. treasury annually. 
Altering provisions |of the tax credit program, such as extending 
eligibility to students in postsecondary schools or including a re- 
fundability provision^ would change the cost estimate dramatically. 
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While, new evkienee suggeiitB recetit shifts in the compoBitioh ot' 
pHViite .school eiiruibneiita, these enrollments nevertheless remain 
pre^Jominantiy more Northern, white and wealthier than the general 
school population. It is speculated that the distribution of tuitiun tax 
credi t benefits would be proportional to current private school atten- 
dance rates* 

It the AdniiniBtrations tax credit proposal were implemented fully 
Ut tax credit equal to 50 percent of tuition expense up to $500lj the 
total cost would be about $L3 billion* On average, parents of pupils 
attending private si|hools would receive a tax benefit of about $249 
per pupil ThitJ compares to the $8.9 billion in direct federal aid for 
elementar>*/secondary education currently being distributed, or about 
$221 per pupil ^ 

However, the level of tax credit benefits and their relation to 
current federal aid would* vary dramatically among the states* For 
example, the Mideastern region receives about 14 percent of all 
federal aid for education; it would receive about 26 percent of all tax 
credits. The Southeastern region receives^ about 28 percent of all 
federal education aid; it would receive about 20 percent of all tax 
credits. If the Administrations tax credit proposal were imple- 
minted, the average tax credit would exceed the per pupil amount of 
federal aid currautly flowing to some states. In other states, the 
value of the average tax credit would be less than the average level 
of support to pupils in public schools. If the revenue loss due to tax 
credits were partially offset by reducing federal aid to public schools, 
the average value of the credit would equal or exceed the average 
value of federal aid to public schools in almost every state. 

Changing the Administrations tax credit approach would affect 
the total cost of the program. For example, the addition of refunda- 
bility would add approximately $300 million to the total cost of the 
program. On the other hand, reducing the proportion of costs cov- 
ered by the tax credit from 50 to 33 percent would reduce total costs 
by $330 million* Eliminating the income ceiling would cost about 
$20 million. The regional distribution of benefits resulting from 
these changes would not be significantly different from those pro- 
duced by the Administration's approach. That is, the profjortion of 
total benefits going to a particular region would be Similar to the 
proportion of private school pupils enrolled in that region. 
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Preface 



Thit booklet ia muiertxed with the ilow of* (umk under various 
proposals that have bi*en auggt;j3tiid by whMi ih% federal govtirn- 
merit >^uuld pr^ivide tax credits for fatiuUes paying prlivat** ^(Atool 
tuitidri. 

Whethjer the iWlerai guverrirrtent ^should provide mch tax credits 
has beeri; debated tor yeatj^ in tlie U.S. CohgrevH«. Those hi ta^or of 
tax crediilyS argue that they would increase the choiee of faMiiliea who 
iriiU*^t educate their children by reducing the coat of enrolhaent in 
private schools. It is ali*o felt that the provJaion of tax credits would 
iyiicreage coinpetition between public and private ach(jo!s, iriiproving 
education Services in the procesa. Critics of tax cfediti3 argue that 
they would not increase public choice* but would provide unxe* 
atricted funda for private schools and would lead to the deterioration 
^of pluralistic, publiclj^ducatton. 

Arguments On either side of the iBBUe are not the subject of this 
^ booklet Neither the Education Comniisiiion of the States nor the 
^ National Institute of Education ha^j taken formal po^^itions on tui-^ 
tion tax credits. Flather, both organizations support continued scru- 
tiny of this public policy ham* Ttiis booklet makes a contributioo to 
the public debate by focusing on^the tlow of tax credits to the states 
and by examining the impacts of alternative approaches to proyid* 
ing taxcrt^dita. ^ 

Inherent in the tax credit issue are values and attitudes about 
education, public schoolB^ private Bchoob and the role of the fjederj^l 
government in supporting education. ThiH booklet does not make 
value judgrnents. Such judgments can bennformed by analysis of the 
sort presented, but ultimately they must be made by individuals 
and organizations after careful examination of the issues and the 
facts. 
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hi June Bmmjt Dole, on behidf of .President Umgan, miro^ 
daeedS. 2673, ihe Edue^ional Opportunity aiid Equity Aet onS82, 
IcHteot^ssderaUoi^ by ihe 05. Cdtigress/lf eimted,, 'tWs legMatloa 
^'ould provide a eriadit agdhat the mcome tax liabUity Qf'femilia^ 
with ehildreri- att^endirig |>r!tyate" elementaryteeondary sehools. The 
bill would phm^ iti the itjaSJinmm value of ihi3 credit, which wcrtd 
iiierease ,fVom $1W in 1983 to $500 in It also would hmitihe 
eteSi tu no more thati SO pereetit of tuitiori paytnenti^. Under th-e 
profio^^d ir^ethiKi of distributing ta^ erudite, ftimliie?^ with imottm 
owr $?6;000- would not bt* eligible to receive a credit. The bill also 
spetifiey that the im. eredit would mi refundable. It should be 
tiioied that ttf September the Senate Firi^nee Gorftmlttee elea,red. , 
the my % a tax credit pro{K)^,l to be brought belbre the U.S. 
Senate... %e propoa^al would hrdt ihe m^ximmi eredit to $300 m 
1-985, make Uie eredit relundable and provide fuH credits for imm-- 
lies with m€oi:ries up to $40,000. 

The UiX eredii approach, has been earvsidered by Congregs. in the 
past Alternative approaehes ming the mcume Ux i^y^tem td provide 
ed^i^tton support have been debated vjgorouirly Howeven none of 
the attempts to^revSse the income tm **^:ws to reeogake the dkeet 
costs to tlittjiHes paying for education aenvces provided to their ehO- 
dren has succeeded. "Rathen over the past two deeades, the tederal 
goverrtment draraatleally expanded its direet support of public 
schools through the altocatton of aid that was ^eeompanled by rules 
and regulations udrin^istered by various agencies eoncemed with 
education. Only durtwg the Igsi year h^s such federal aid begun to 
decline, reiteeting in part the Adrnimstratiotfs deaiire to eonBOiidate 
programs* reduce expenditures and create different relatiorjshtpa 
a.mong the various levels of government that provide support for 
ekrti^ent^iry/seeondary education. 

hi 1982 the federal government distributed about $8.8 billion for 
eIementajy#eeondary education, alightly below the $9*1 billion that 
w as distributed in 1981. Nevert]|iekss* this level of federal support 
reflects SJiibstantial growth overithe last 20 years, irj both nominal 
and real ternjs. In 1960, tederal expenditures for elernen- 
tary/seeondary education were #25 miUion. In 1982, the bulk of 
federal support was disbursed through a few eategorieal programs 
designed to assist school dlstricta In providing service to pupils with 



a^e*i^iiBted M>f umth 31^ j^i^itc^'Bit ^^f all wii^M mppm^i:. Ai^mA U3 

for hupd^tappecf efeii#ea Otfa^~^r federiit f yada v^^te oUmMki to pro- 
^ade wm(mml mlmMmn. adult edueattoJio biimguul ediieatioa. fej-d 

;-*j?ti^JatM4i yf' fJri^j^mriB dNat resulted ttmi the E^lueaitei^ Co^oMa- 
bm and 'lx^}^^^€m^Ai Aei !(^f tmt kilfc tkl^^ral imis vM 
dm ti^tm^ edt^^ujol prnj^m^:^ ihux liave speeifle ob|ectiva:> i^j 
bes^i^^tipib vMh sp^fCiiiii aeeiL. Bloek graiit^^ the states. dibtHb- 
mei ^ricltif Cliaptir^r M of ihi- AeL ^it! ae<:Ouui oralv for ab$iUt 6 
plyrei^iil ef all tMt^ral mi to seboala 

i^derai gov^/mo'siG^^^tdoe^ ml emmntly pvi^vMe general mp^ 
port to privai^f'^eht^^jis- A amal! prapyriion^^yf the ftmd& a!lyealt?cl 
through federal eate||orieLil progra^fts-does ^tip.i>Grt private sehciolw 
4haC Mfer requiit^d seniles to pypilj^ ^vith speeiai needs, and private 
^ behf^^tvl Hiiiideni^^ eiij^,parU€lpate m fyiemlhy supported prograto^ 
the pubiije beh'^yls , Otal:^' at the pomeeordm^y kdmmm levd dciey 
tfie ledeml g<dvermsteBt. thiomgri stssliideaiflMiteial aid pr4}gra«5fB. 
prtiVfide genemt. akhough mdireeu aid to pnvateimti^tiUoii« Ab^ 
mmtn^ thai the hltmint*} mid fiindmg t>f smdea!: gm«t. leaB ani: 
v^mk-^uiy pmgr^u doe^ nd change dramatiealk m^Ml ^bsefwra" 
vee no i^eed Uj m^sMy fiideral polieies soeeifieally kierease support 
Ik: private po^tJeeoirida?^* anatiiulMS. Iii pakseulan the fedemi sin- 
ierd. aid e^^em is viewed as a taere equitable ai^d effieie^il approach 

Siipportaiiig p^^ivate eolleges aud tsmwrtiiises than airsy 
that n«ghi u^'e Ijte ine^me tax ^stem. soeh as tm- erifditSv 
^ A. sigailleard Immlm of eleraeiUaryfeeeuridary pupib a ttoi/ ■pri- 
vate ^clioob- 1'^ 1980, approsrimatel^' Sol millioiii. pupils 
liearly 21.000 pnvate sehciijli:^. Pnvate sehoate enrolled about 11 p<^r- 
eeinit of ali iimienturviBe-^mdar:^ pypila Private sehaol emrollmeatB 
increased d»matiealiy bet^veen 1940 and 1960 and have remalaed 
relatively stable sMce then. While It is generaliy felt that enroll- 
meals in ptivute aehti^ls have gmv^u in the past te^v years, dm to the 
eK^awz^m of ifimdamen talis t iitBiitutfoisB. data are oot available to 
substantiate the gm^vth. Nearly two^thitds of all pupils altendmg 
private schools are ewolled la CattoMe sehoois. Private schools en- 
roll a strialler proportion of mmrity pupils corapared v/ith public 
^choofe.^ Private schools also ner^e a smalllr pryportton of pupils 
tern low income toniiilies ^;ryii:5pared vath publie sehoola. Because of 
these differeiiiees in the cfeametemties of publie|nd privale yehaol 




ce^itt^ra. emwil large otiiiribeiri> of ruMooi'-ity pupik 



eftrt4ki5e^^is/si hm diiffleuk to build a ea^t:;'fcr the ptmrt^^m of 
W^^mi ^iippt^i^^'t^^ |}nt;uu^ b^huub iii^y^i^' ^^^^ ^ume logic thai \m 

• iiei 10 ¥a5;^hW*el*en that s^amo utthe pupils aliert#ng private ijehdds 
^^^.^^litL^l Ji?ii^^ Ike ^ume i^doeaitw need-? a^; "feupik alteiidiisg public 
'^efii^i^4^:^vi'fe-^f^^i«rfit irooi tht? uvatlafeihtv of federal tmA^. 
' ■ P|t4:*>i«^r;ic^6f!timoii^ hxc^ eredu^iici?upf3(ort them Ui'^rder to: * 

• K^d^e^f tl^e^^y^^ ^ivmthr^ pufMb^ uuc-pding private Behools, 

*"^Pir^itote aMiip^litiysi awsdi^g ptiblir arrf private -ieh<o^fe. U-iiere% 

•■liK eredry u:yu!d ultou' pnvai^Hiistitulion?^ to rai^e iuUfon, disal- 

t 'Eix eretUtM tvyuid be ^.tueh a satidl porlion vH'^^AmA that they 
\\:m\^ «rer liltle ehoiee j;e lot^ income iainilie:^. ^ 

• las em! wmiM orfv ^^iphof^ inore aSuent and voeal pub- 

* ■ •■ 

^X\w piibi|e debate m^^ h& eii^d^ly hub hiteiis^fied in the pasit few - 
j^ata a^^ t,h?i pOi^^ibihty of fegiylativi^pabsage has mcreajsed. Bixt the 
mtensiti,^ V6 ^kci) itidieulEve of the need to reBd v^e several basic issues 
in regard to Ihe ^t^aioi^i^ edueulioni^upport st^t^m* Ri^st, the fedeml 
gi^y^'erottitail h us \vS& a eu^^feient slrat egj?' for providing i ts shaj-e 
of support. An approach to allyeatmg fedemi itiuppo^t, and the level 
uf that siippoa.Niiiu^it be detemiined bo that fdmilic^s, schools, eom- 
immttie:^; and ^^tates teiy^w v-iiat tu cixpeet in tlie future. Second, the ' 
eurmit system provides little stipportTor private- schools! It is*' 
impoTtaiit to consider wuether the federal go^^errimeutjhould pro- 
ride aid for i^rivate schools. Finail:v; the debute pvetUiSx credits Is not 
otily mdi€ati|;^e of an iiiterest m supporting jprivate schools, it is 
sj^mptomatielof u coneem about the quality,; of public school^ A 
fimdlng svj:^tem that promotes quality in publ-ie schools needs to be 
ideatlfied. Thus, the ta>:^ credit debate raises,' basic coucerns about- 
the role of tlie federal government ki edueatioa, the viability of 
private schools and the quality of ptiblic schools* " ^ 

At Its core, the debate over tuittori tax credits is a philosophical 
one. Ho^'tVeven most policy issues are not resol^^ed.solelv on the basis 
of philosophtv^ Iti a case where the V^m of h^uidreds of millions of 
dollars is conceriied. the characteristics of thfe beiifeficiajries of gov- 
erameiit policy become axt iniportcmt concern for policv'- makers* feouie 
research has been doae to determine who^^vill benefit prom the pro- 
vision, of education tax credits. Studies have examin^^d the total cost 
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of la5^|reditpr#^at^, tirfcc^tribution af eredlte umoirig fomllks of 
^iiftereiat ineyjii^^ hm^ baefeground yr religion. un6 them^ilmiim 
af ertfiiiB i^mng dtAerei^ U^'pa^B of ^dipote. Ooe^feainiv that hab^ipol 
reeaved itmeh altetktpn U the distribution of tiik crt^iite aiMotig. the 
•^i^itata^.. abdiij; pfef3>«lp!^ more thuS in the pas:^!. regkiial cHffeenees 
lepll 16 refill i|;A:^urtat]i0n^ -eM^h^b^p^fit patterns of fedgrai pro- 
grams. Ttiv, |^i€a! value olUh^i^^e r%ioBal differences Is i^^^eeivi iig 
Therefore* it 'm'im\mtcmi to i]ijii#2fatandi how 
the ?^tx£tiu.re^f alternative Ui^ered^t proposals ufleets tlm regional 

The iturpone 4f hmklei 1$ to eKamiiie how edueatioti tix m^H- 

- ultermitive tajf eredit sfcruetm^aa are emmimd and -their i^<^gional 
- dtotinbutioiij^ compared to the ey rreut dLmributiori .of federal aid for 

e!tS:m6ntaryfeeeuBdar>' seHoda Wfcjit.ls showsf is that sooie regions 

bent-fit to a fer greaicjt^r mttnt tkm others, fnki private schools epuld 
/^vceive more feiera! ^^upport, uu if^per j^upil basis, 'than public sdu^ols, 

a.t id ihilrthe i^lrueturM of tla^t i^redi t afil^etB the lev^el and diatributioB 

tifbenefit3.. *^ 
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L Historical Overview of 
Tlii^ 



|,1kt1tii>a taxi^t^^ iw^pcrtli Itome iNipuiar during the IB^Qb.-' 
p^^J^m^mr p«moi b^ W^to WZ tax cmiifc piN^Josate 
l^m^ tite ©JS^^tmu^^all bt?^ W focusing OTur^ief f^co^eg*^ 
mp^fm^JlM^m th^ ilijUBe M&M^s and Meam Committee eon- 

pjr4^poiaii$ liad t>e«^tt introduced. Ho w**v^% lacking tjie iieceJBS»arv 
fbi^port^ no tast ct^ii mt^mum pamd th^ Boxm that year. One 
^^1^^ ill 1975-^ S^natW James Buckk^ eoverad 

tofti^ite Cor^d education and m consideani the 

foifeMiimir i<j tiiie flood of more recent tuition tm credit propomlH 
■ .. th** idieii of a tuHtOri tax credit came* ei<^st to mMty in 1978 
^hm im credit proposals passed both Ch^ HouM and Senate, in 
i^gi(raai1^ )^^^^^ the Senate Finance Cortunitti^ passed a measure 
fflm^iiftiir of a bill i ntrodgpd by Senators Packwood a nd 

^^l^thacL^i^^^ a bitl introdumi by Sen||^r Both CS. Utk 

Hie Faei^wc^^fo^mhan proixMl wouW have pr&ided a taK eredii 
of up to^ lM} fo^ ty tio ejgpHense^ at il^^mentars^ secondary post- 
iMM^iidai^ and Hie Roth proposal would have 

j!«Wid<e^^ ta^ O^ilt of up to 1250 for tuition, fees. MM and 
Irtipplie^. EtjgibiMti %der^^^^^ Roth proposat^ould have been lim- 
ited to lamiUcft^ i<^ttWf hiId^^^ enroUed in po6fe?econdarj institu- 
.Itor*^: wa^ to be phai^^m over a three-year 

^rM. ht phase oti^i^. tbe iak credit wo 50 pertent 

i3|tiii^ l«sidi^^^ ajid i#li^^ in 
'-SUi^iii^ m^i^p^Mm^n^^^ prograim?. TWo 

years latere th^ ci^^ Ikmilies with 

d^idi^n et*roU^^ idtools. The 

tewfeimumi^^ jfrom $250 to 

1§O0 III tefiti^^^ ktudepfc^ were to 

lNi^<^t| fiftT^eHeft iSiu^ Mi Sen- 

ate\, butiinlf a^ 

. Mm^mfj^ pa^^ed a ^ItMlar 

pr^poiMU'that liquid h-^e er^t ^ 2$ percent of 

ti^tioa^)^^ m private element 

t|[ig?^^m^^^ for atudente enrolled in poBt 



:3i^;»i*oj.tda.ry itijiiituCiimii. k mmpmtniM on the* ...House and. -Stinate 
feilk eoaW mi be i;t^ad^*rd. h^g^lS^ dm to disagreement over whether 
the cfiiiit shc^uHl Ik ^ t^%^lUib^e onlv fca-^^tUi^s with stud^iHs in 
pdstii^epndai^- .irrstittitii^p^ or to all' fetnilks mmrrhig tuition ex- 
|)€i^ei- Another faetor fhiit lead to the d^tmt of th<^ Packwood* 
•Me^^^j-hati prdpo^il wa*^( the reaathorkatioa o£ the student lirian* 
€id aid |>r*jvisioti^: of tht* Higher Edueatton J^Qi of 1972. The Middle 
Iwotof Sttidirnt: Asisi^tHnee Act ^xpaod^d the provision of tfed^ral 
siUpport fot^Hludaus attending puBtiJiecondarv in^tittAtion^* Thus, no 
ii md tullka tak tr^xi inea^ure was apf^upved 'by Congress in 1978. 

Ei^ru.nved interj^^^t in tui tion tas^ credits tame during the firkit ses* 
m^n of the 9Tttr Congress when .a mnm of Wik^wv^re introduced m 
the Borne m.d Senators P^iekwaod,,^loynlhan mid Roth reintro- 
duced their bilt iS. SSO^u The^e proposals. Uku Aeir predeee^sofs, 
differed widel^^%viih.re^peettOo . ^"^ _, v 

.-'*" *'-,. ' ^ 

♦ The inaKimom dm of. the eredit and the i^rc^puriion ef tuition eost 
eovered . ■ ' ' 

♦ Ths>.^*t:iipe of eHglbrtitv; ^ whether the credit covers all leveb of 
' eituea.tiMri or only po^it^^eeondary edumtiQn 

♦ Wheihet' thereredii ^\va^ refundable or nonrefiindabk — ■ in other 
^■Cirdi*. whefher fiimihes with im income tax liabHit^ less thanv 
the ai&>£*u.nrWf the credit are entkled^to receive a reMtd for the 

L - ' - 1^ 

fyr examphh one inlt. MM. SBi allowed a tux credit of 60 percent of 

mi:iim iind fte^iiid ..up ti^ SSOO. Families with students enrolled 
fitil-traie iii eiemlntarj.; secondary and'ptest^eeondary schools would, 
have been ehgible for the credit Altheugh this propoi^al had m 
refandabirity providon* taxpayers could .have substituted a tax de- 
duction fer the tax credit. >H.R= 866 allowed a credit of 25 percent^^f 
iuitlyn paid up id a ma>^irnum;eredit of $100. This bill covered, only 
^tuJtioiri^|>aidat elementary/5eeondury sehtyl^. H.Er739 coyer^d. 
e>^pienstfe tncmrred at the postsecondary level and provided a hmxi- 
mam credit c»f 8325 based on a sliding scaler lUO percent of the first 
$.200- of tuition e^tpense^ 25 pereen.t of expenses between $200 *and 
$S0O,,,..and S percent of tuition -expenses betv^^een $500 and $1,500, 
Under Ihi^^ proposal, the eredit. would have beeit reduced by 1 per-* 
cent of the amount by which the, taxpayer^ income exceeded $2!2,5Q0. 

The Senate bill tS. oSOt provided for a maximuM-credit of S250 in 
the first year of S.mpiementatiori and $500 thereafter* Taxpayers 
woulri ha^le received SO perceni of tuition expenses incurred at ele* 
mentaryfeecondary -and posteecondary schoolii. 8. doO^ ijicluded^a 
^efundabihty provision and in 1984, graduate and part-time^ stu- 
deota would have become eligible for the tax credit 



Jta all^26 tuition tax credit proposals were intf oduced in Congress. 
Nonetheli^sig, a jitrung pubHe education lobby prevented serious con- 
sideration any of the^e proposals. 

On June 23, 1982. Senator Robert Dole, principal sponsor along 
with Senators William V. Roth Jn and Alfbnse D'Amatg^ntroduced 
S. 2673, a bill to provide tuition tax credits for families paying 
tuition at private elementary/secondary^ schools.|This bill svould 
phase in over a three-year period a nohrefundable tax credit fer 50 
percent of tuition paid at eligible private, nonprofit elemen- 
t^ry/secondar>^ schools. In I983;'the maximum credit would be $100. 
'I^llis Hmit would be increased to $300 in 1984 and to $500 in subse- 
qlient years. Families with incomes greater than $75,000 would not 
be eligible tor the credit. A phase-out provision for families with 
itjcomes^ bett^veen $50,000 and $75,000 per year would reduce the 
maximuhi credit by'0.4 percent of income in excess of $50,000 in 
1983, L2 percent of that amount in 1984 andi 2.0 percent of that 
amount in 1985 i^d thereafter. The credit wwld apply to expenses 
incurred (or tuition and fees but would exclude expenses for books, 
supplies, equipment meals, lodging, transportation or personal ex- 
penses. Students must be enrolled on a full-time basis in grades 1 
throVigh 12 in ofder for families to receive the tax credit 

To summarize, the idea of a tuition tax credit for families with 
^children in private schools has been debated at the federal level 
since the 1960sJ Betwieen 1967 and 1977, six tuition tax credit pro- 
posals passed the Senjite. Not until 1978 did a tax credit bill pass in 
the House. These proposals differed wnth respect to the maximum 
size of the credit, the scope of eligibility and whether a refundability 
ptovision was included. In June 1982, th^ Administrations tuition 
tax credit proposal was introduced in the Senate. In September 1982^ 
a moditled versioji of that proposal was passed-from the Senate 
* Finance Committee for consideration of th^ full Senate. 




II. Alternative Tkx Credit Mechanisms 



A tax credit is one of several approaches that could be used if it 
were determined that the income tax system should be made sensi- 
tive to the expenses incurred by taxpayers in providing education 
Services to their families. Thx credits would directly reduce the tax 
bills of taxpayers. As a result, th^ would reduce tax dollars flowing 
to the federal government. While some tax credits for individual 
taxpayers have been created, such as the residential energy tax 
- - credit, they have be^n ly^ed sparingly Other approaches could be 
used to recognize family education expenses or to provide incentives 
for families to save funds so that they could be available in the ^ 
future to pay for^ucation services.. 

o One alternative is the tax deduction. A tax deduction is any re- 
duction in taxable income made prior to the calculation of the actual 
tax. This approach w^ld only be available to those taxpayers that 
itemize their deductions rather than taking the'standard deduction. 
^ For those itemizing deductions, an eligible deductible expense could 
be the tuition or related education expenses incurred by family 
members. Under, current income tax procedures, state and local taxes 
are deductible. In effect, then, the amounts paid by taxpayers to 
support public schools reduce the federal tax liability of taxpayers 
.who itemize deductions. Tkxpayers are currently permitted to claim 
an exemption for their children, including eligible students over the 
age of 19, which also reduces taxable income and, ultimately, income 
tax liability The valu*^ of the exemption, in ^rms of reduced taxes i 
paid, may not be sufficient to cover the expenses associated with 
raising and educating children. 

A second alternative is the use of tax deferrals. Under- this 
approach, education expenses are deductible in the year tix% are 
incurred, although at some time' in the future, they are Subject to 
taxation.^ Such an approach has the advantages of niinimizing the 
long-term loss of revenue to the government while providing bene/ , 
fits, in the form of f^duced taxation, at the time when funds 
, needed to pay expenses. 

A third approach is the provision of education savings incer^ves. . 
Under this approach, taxpayers could shelter specified amounts fi-om 
taxation until the time that the accrued amount is spent. This ap- 
proach would not benefit families wishing to send their children to 
private elementary schools to as great an extent as it would benefit 




those who want to enroll their children in private secondary schools 
or postsecondary institutions. . 

The^e other approaches are not as direct and may not provide as 
large a benefit to taxpayers as the use of the tax credit approach. 
The impact of a tax credit systeni would depend, however, on its 
structure. Tkx credits can be made sensitive to several factors that 
can alter the flow of benefits. A tax credit can be made sensitive to 
the income level of taxpayers. Using a' maximum income cutoff, for 
instance, taxpayers with incomes that exceed a specified level become 
ineligible to receive any credit. Sliding scales can be created 
so that the value of the credit decreases as the income level of tax- 
payers increa:>e5. 

A mora important issue is whether a tax credit is refjun'iable. If it 
. is refundable, then taxpayers with no income tax liability receive a 
direct payment from the government in the amount of th^ credit. 
Taxpayefs with an income tax liability less^ than the value of the 
Credit, generally lower income families, would receive a direct pay- 
ment of the diiptfrence between the amount of the credit and their 
income tax ancj would, pay no income tax. If the credit is not refund- 
able, lower income families would not receive benefits under a tax 
crtSjit system. Benefits of the lax credit would flow primarily to 
families^with relatively higher incomes. 

Tkx credits can also be made sensitive tq the level of education 
expenditures. Tax credit proposals ^typically have maximum limits 
and, regardless of expenditures, the credit cannot exceed the limit. 
Credits typically are also limited to a proportion of the expenditures 
incurred. This can be accomplished by identifying a fixed percent- 
age or by specifying a variable percentage that depends on the level 
of expenditures. For instance, the credij may be Jimited to 50 per- 
cent of expenditures or it may be limited to 50 percent of the first 
$^00 of expenditures and 25 percent of expenditures over $200. The 
following table illustrates the various tax credit levels that result at 
-different expenditure levels, assuifiing different limits and different 
percentages, ( See table top of next page.) >^ 

At a low expenditure level, the value of the, tax credit does not 
vary in the example. However, as the expenditure kvel increases, 
the value of the credit changes depending on the particular combi- 
nation of absolute dollar and percentage limitations. 

Cost sttnsitivity can be affected by defining thos6 costs that are 
eligible under a tax credit proposal. IVpically, only tuition is an 
eligible cost for tax credits. However, other costs, such as room and 
board, transportation, books, materials, fees, and so oh could be 
eligible for the tax credit. 

^ In addition ^to making tax credits sensitive t6 income and cost 
considerations through the arithmetic of the ca^pulation procedure, 
credits can be restricted to institutions br pupils with specific char- 



Tax Crecfit Sensitivity to Cost 
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Initial $200, 


Fixed 


Initial $200f 


Expenditure 


Percentage 2&% of Amount 


Percentage 


25% of Amount 


Level 
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Over $200 


(50%) 


Over $200 


$ 200 
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$100 


$100 


$100 
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200 


175 


250 


175^^ 


1,000 


200 


200 


500 


400 


1,500 


200 


200 


500 


425 


2,000 


200 


200 


500 


500 



acteristics. For instance, the Reagan Administration proposal lirfiits 
tax credit eligibility to private, nonprofit elementary/secondary 
schools that are nondiscriminatory in their admissions procedures 
and to pupils in grades 1 through 12, no more than 20 years old. Tkx 
credits could be made available for elementary/secondary education 
services provided by proprietary schools, privately-sponsored pre- 
schools or for institutions offe^iiig special ^education services, such 
as tutoring or test preparation. In terms oif individual/family char- 
acteristics, tax credits could be provided for all family members or 
only for those of specified age participating full-time in eligible pro-^ 
grams and could be distributed on the basis of a limited amount pe^r 
pupil or per famih: r 

These variations in the t^x credit mechanism affect the total cost 
of any proposal, its distribution among recipients and its cpnstiiKu- 
tionality Policy makers can target the allocation of tax credit bene- 
fits by carefully specifying the eligibility criteria. 



III. General Impacts of 
TbitionTkx Credits 



The cost and distributional impacts tuition tax^i^edits depead? 

on the number of pupils actually enrolled in private schools and oh 
\ the structure of the^ax credit system. Yet, in the absence of an 
\experiment >yith a tax credit system for education, little is actually^ 

^own about the probable impact of a tuition tax credit. However, ai 
' general idea of the likely impact of tuition tax credit^j can be gleaned 

VfQm data on private school enrollments. 

^ j In vftible 1, the enrollments in public schools and three categories 
of private sqh<K)ls are shown. The three private school categories 
^ere selected to reflect the largest differences in tuition levels among 
priA^te schools. 

In 1981, there were 40.2 million pupils enrolled in public schools 
throughout the United States. Catholic schools, the private schools 
sector charging the lowest tuition, enrolled' 3.3 million pupils in 
1978, the latest year*for which individual state data are available. 
Other church:related schools, charging a slightly higher tuition level 
than Catholic schools, enrolled 1.0 million pupils. There were 0.7 
.million pupils enrolled in nondenoriiinational private schools, which 
had the highest tuition levels, on average, among all private si'hbols. 
Across the country, approximately 11 percent of all pupils were 
em^oUed in private schools. 

in 10 states, tfie proportion of all pupils enrolled in private sch6ols 
exceeded 15 percent. Those states (Connecticut, Delaware, Hawaii, 
Illinois, Louisiana, New Jersey, New 'York, Pennsylvamia, Rhode Is- 
land and Wisconsin ) enrolled nearly 39 percent of all pupils enrolled 
in private schools. In 8 states the proportion of pupils enrolled in 
/private schools was less than 5 percent. These states enrolled less 
than 2 percent of all pupils enrolled in private schools. Wide varia- 
tions exist in the enrollment of pupils in private schools among the 
regions of the country. In the Mideastem region, nearly olne of every 
six pupils is enrolled in a private school. In the Southwestern and 
Rocky* Mountain regions, only 1 of .every 20 to 25 pupils is enrolled 
in a private school. While it is unknown how many pupils would 
move from public to private school if a tax credit were mad^ avail- 
• able, there is no reason to betjieve that the proportions of pupils 
enrolled in private schools woul^ become similar among the regions 
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Table 1 

Enrollment in Public and Private Elementary /Secondary Schools 6y State 
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Public Schools 


%iaKnoiic ocnoois 
1978 


pther Church* 
1978 \ 


Non- 
denominational 
Schools 
1978 - 


klA. STATES * 


40,154,295 


! 3,260,177 


1,048,423 


746,323 


NEW ENGLAND 


2,120,005 


220,864 


19,30o 




Connecticut 


525,474 


62,977 


5,074 


too 1 QA 


Maine 


219,857 


7,579 


O Tin 


J , 1 no 


Massachusetts 


971,453 


108,920 


5,989 


07 QQQ 


New Hampshire | 


166,697 


12,180 


* 2,392 


b,bod 


. Rhode Island 


142,823 * 




^ 1 Qig 


2,534 


Vermont 


93,701 


^ 3,974 


1,158 


3,380 


MIDEAST 


6,728,583 - 


1,078,867 


194,189 


. 134,625 


Delaware 


95,072 


14,500 


4,567 


. 3,093 


- Maryland 


719,396 


71,042 


21,068 


17,923 


New Jeney 


1,200,000 


197,836 


14,698 


20,324 


- New York 


2,773,940 


453,127 


lt)3,366 


60,516 


" iVnnsylvania „ 


1,845,200 


342,382 


50,490 


32,769' 



Private , 
Enrollment 

as a 
Percent of 
Enrollment 
1978 

. 11 

13 
15 

// 8 
13 
11 
17 
8 

17 
19 
13 
16 
18 
19 
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n AO AAA 

74o,UlM) 


Arkansas 


443,492 


Flonda 


1 C CI c: A A 

l,o51,o(K) 


Georgia 


1,066,700 


Kentucky 


660,000 


, Louisiafia . 


TTfT AAA 

775,000 


Bflssissippi 


A OA 

466,489 


North Carolina 


1,178,172 


South Carolina 


^ 609,160 . 


Tennessee , 


- 845,175 


Virginia 


AOA p J o 

989,548 


West Virgtnui 


377,996 


UKFiAI LAK£S 


7,481,852 


Illinois 


1,927,633 


Indiana 


1,026,689 


Michigan 


1,815,130 


unip 


1,906,400 


Wisconsin 


o06,00C/ 


PLAINS 


2,962,730 


Iowa . 


494,000 


Kansas 


406,985 


Minnesota 


733,037 



352,381 


277,490 


297,684 


9 


15,170 


21,168 


29,332 


8 


7,454 


5,618 


6,615 


4 


73,895 


78,298 


51,897 


12 


13,222 


26,416 


44,195 


1 


53,999 


9,839 


7,335 


10 


110,598 


14,480 \ 


32,404 


17 


11,354 


10,228 


29,756 


10 


10,251 


25,782 


24,098 


5 


7,844 


18,084 


26,662 


8 


16,245 


41,715 


16,742 


8 


23,350 


23,194 


27,300 ^ 


7 


8,999 


2,669 


1,348 


' 3 


850,820 


221,840 


58,959 


13 


293,946 


49,960 


19,616 


16 


68,944 


28,798 


7,730 


» 9 


135,920 


71,282 


10,601 


11 


234,394 


25,275 


14,864 


13 


117,616 


46,525 , 


6,148 


17 


286,281 


73,649 


19,138 


11 


48,392 


12,948 


^ 238 


11 


25,419 


^ 4,460 


2,424 


7- 


67,005 


. 80,916 


3,354 ,^ 


11 





Public Schools 




1981 


PLAINS cpnt 








Nebraska 


272,485 


North Dakota 


111,989 


South Dakota 




5>0UTHWEST 




Arizona 




New IJdexico 


^t>o,a74 


UKianoina 


* 574 000 


Texas 


2,914,000 


ROCKY MOUNTAIN 


1,355,750 


Colorado 


544,000 


Idaho 


204,650 


Montana 


151,760 


Utah 


354,540 


Wyoming 


100,800 



Table 1 (eont;) 

Prival* 
Enroitment 
r Non- »s« 
Other Church^ j!. denominational Percent of 



Catholic Schools 
1978 


neiaieci jjcwooii 
1978 


1978 


Enrollment 
1978. 


98,832 


2H,490 


9,224 


'u 


30,634, 


7,948 ; , 


♦,287 


13 


9,002 


898- 


345 


o 


6,997 


2,989 


2/266 


9 


115,967 


68,987 f 


39,368 


5 


17,558 


8,549 


11,795 




9,790 




3,240 


& 


7,571 


5,895 


2,730 


3 


81,048 


50,398 


21,603 


5 


30,071 


20,937 ! 


10,526 ^ 


4 


17,878 


11»822}5 


6,631 


6 


2,345 


3,51f2 ' ' 


/'I 249 


3 


5,186 


2,96% 


i 1,1 03 


6 . 


3,057 ' 


^ 1,090 


1,749 


2 


1,605 


1,535 


797 


4 . 



FAttWESt . 5,573,301 324,906 112,023 11S,651 10 

MrnkB 87,700 B97 2,674 441 4 

CiUfomm 3,959,021 262*680 12734S 94,051 11 

> Hawaii 162,534, 15,301 i 8,909 10457' 17 

Nevada 151,800 4,091 1,535 755 4 

Oregon 463,0!50 14,769 9,164 2,^53 5 

Washington ?49,199 27,368 21,896 7,594 7 



iVo^e; Data ii not available from the National Ctnter far Education StaikUcs for Amerkm Samoa, Quami Pmrio Mtco or the 
Virgm Utandi, « 

Prepared by the Education Finance Center, Education Commmton of the States. . • 
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_uf ihhf. mutury. Hathen H is likely that current p^lterns wouM con* 
ttnm, ti*m\img in ^Uk mnatmm among the istaks and regions m ,^ 
the i^roportioital mti^ilmmi oi pupiiH m privue sebuots. 

With this in mind, a few resifarchefir* have iittemptal to aniilyze- 
whut thfc' ifttpaeti> would be of particular tuition tax credi t schemi%. 
Theifi* r^^searcKetii have tended to focus on iU the revenue lo.^$ to the 
tederal trt*iiSur> from specific Uix credit schemes and i.2i the distri- 
bution of benefits from a tax credit^cheme among fariulies of differ- 
^ni income tir race and among ditVcrrent types of institutions. 

The Congre:imonal Budget Otlke ^CBOt il982i hm analysed the 
potential revenue i^s to the federurtreasury from a tuition tax 
credit scheme that would allow taxpayers to chiim a nonrefundable 
tax credit of 50 percent of tuition ^xpensei>, not to exceed $250 per 
ehild. Thi:^ plan l*^ siitiilar to the one dei^cribed in introduced 
by Senator?? PackwtiOd and Moynih^nht ISSL There are trwo major 
differences between this plan and SS5(l Fir^t, the plan analysed by 
the CBO eoverj:* tuition expense incurred only ^ at the elemen- 
tafv^/a^condary leveb> Second, the plan assumes that the maximum 
credit h initiaily set and remains at $250 per child and is not phased 
up to $500 over a Jthree-year period. 

c The CBO estimates that a plan allowing a tax credit of 50 percent 
of tuition paid up to ^250 would reduce federal income tax revenues 
each year by approximately $L3 billion un 1982 dollars. » The CBO 
then estimates the impact of changmg specific featureB of this basic 
plan. For example, by changing eligibility rt^quirements to allow 
families with children enrolledjn postsecondary schools to partici- 
pate, the estimated costs to the federal government would increase 
: to about $2.3 billion. Increasing the maximum amount of the credit 
from $250 to $500 would increase costs to S1.9 billion. Making the 
tax credit refundable would add an additional $.1 billion to the cost 
of the basic program. On the other hand^ r^ucing the proportion of 
costs covered hy the credit from 50 to 25 percent would reduce the 
cost of the program by ahout $ J billion. 'Qius, key policy decisions 
Hvith respect to ejigibility refundability the proportion of4rosts cov- 
ered and the maximum amount of the tax credit can dramatically 
affect the total cost and benefits of any tuition tax credit program. 

Another consideration concerning the cost and benefits of a tui- 
tion tax credit program is the response of parents and schools to the 
tax credit. If the credit is i^et high enough to induce a significant 
number of parents to transfer their children to nonpublic schools, 

^ f 

^These esitimates are basaj/urj. the CeftHUS Bureatt'^ Survey of income and 
E^ticatiiin, which hm b^^n updated to renect current and projected ecynomic* 
demographic and enr€»llm4rjt cQt^^^ ^ i 



- the cost of the prcigram would incrt^ajse consjiderably with a.coucom|' 
tant inereasie in btinefita to th^» ne^^ consumcjrs of a prilf^te educa- 
tion. For i*xampits if private school enrollments increased by 20 
percent, the costi^nd benefits of the program could increase by about 
the Same amount, depending on the structure of the tax credit. How- f 
ever, it h not know^n whether a tuitton tax credit will lead to a 
^significant increase in private school enroU*ments/-^ The CBO report, 
moreover, argues that tuitioif^i tax cre<iits would produce strong in- 
centiveii for existing private schools to raise tuition levels, it specu- 
lates that the larger the tax cred>f» tl^ larger would be^he price- 
response\jf private schoob, sinc'STthese schools would be ablfe to raise 
tuitions without adversely affecting the net tuition cost to paretits* 
In tills case, the be^r^fit from the tax credit would be abisorbed — 
completely or partially, depending on the price^response — by schools 
instead of parents. - 

In termsj>f the disftribu|;ional impacts associated with ^ particular * * ^ 
tuition tax credit program, much depends on the characteristics of 
the rt^cipient population: their ijiicome, race^ where<children attend 
^ school and whatitype of schoo! they receive* Again, the maxi- ' 
mum amount dffhe cjcedit and s^cific limitations on its receipt are X- 
also important, ^,^> » ' . 

Martha Jacobs (198Ul ha^ analyzed two^difjerenjt tax credit pro-* 
posals using 1978 Current Population Survey data that include in- 
formj^tion on private school enrollments and tdition by geographic ' 
region, family incdme, race and level of schooling. Plan A would vV 
provide a tax credit of 35 percenl of tuition paid up to $100 per " . 
studeij^. Plan B would provide a credit of 50 percent of tHition paid 
I up t/4 tamximum of $500. ffoth proposals include; provisions for 
refundabiiity and both exclude expenses incurred for books, sup- 
pliers and equipment/^ ' ' 

Jacobs 'finds tha^ev^en with reports of recent 'shifts in^ivate 
school enroll ruTent J!, they remain predominantly mor€^Northern» 
wthite and wealthier than tf}e ge^jeral school population. From this 
she condudes that the bent^ts under recently proposed tax credit 
schemes would be proportional to current private K*hool attendance 
. rates. " * ,/ " i ^ " , 



* ^Ic is another reseiireh autf^iion to determme the elasticity of pri vat^B school enroll ^ 
. mmis with respec* to » ^inge^ ui tuition price^i. The CBO addressed the issue of * 

1 ^hidi in private iich«H?l enrollments resulting from tuition t^ credit*! by asijuming 

' - ^ 'dipeeific «!lasiiciti<?.Si but it did not attempt to estimate what the price sensitiv ity of 
private school enroUmentii is f<)r famihes of different income levels* Thua, the CBO 
was unable to draw firm eoncluaiona about the impact of enrollment shifts on 
costs;. The im|>ortant point is that both families and schools will respond in some 
way to a n eoucation tax credit . , 
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' ^* By Idvel of schodling, elementary students are likely tdureceive a 
si^bstantial share of the benefits, sin^e\tkeir enrollment 4n private 
schools is mure than double that 4itU^e^^ j^vel. This is 

'I especially tnife under plan A where JacobjTesti mates that 70 percent 
of the total amount distributed would flow tcJ the elementary grades. 
Under plan B» however, with the higher tuitions paid at the second- 
ary Istvel and the higher credit ceiling, high school students would 
be expected to receive about 50 percent of the total dollars available. 

By region, Jacobs finds patterns of distribution to be pretty much 
as expected — a greater proportion of total benefits flowing to the 
Northeastern and Northcentjal parts of the country, since'these 
regions cijfrrently enrolLnearly 61 percent of total private school 
[ students. Howeven due to higher median tuition charges at the 
elementary level in the South and We^ f^an B would channel ap- 
proximately 60 percent of the aySfcfetJTw'urals for elementary stu- 
dents to these regions. ' 

Finally, according to Jacobs, tuition tax credits are likely to be 
regressive across family income categories. Under plan A, Tamilies 
with annual incomes in excess of $25,000 receive 24 percent of the 
benefits at the.alementary level and 37 percent at the secondary 
level. The corresponding figures for plan B are 33 and 41 percent, 
respectively^ On ^he other hand, the percent of the total going to 
families with income of less than $10,000 at the ^lementary level^i^ 
5 percent under both plans. At the high school level ,^ the figures are 
3 and 2 percent, resfectively Jacobs points out th^t these figur^ 
may overstate the actuAL shares, for low income families as both 
plans assume^that^i family with no tax liability would receive a 
refund feather than a credit. But the fact that many of the tax credit 
schemes' proposed to date have no refundability provision means v ^ 
that a tax credit would be of no benefit to many low income families. - ) 

An additional impact of tuition tax credits has^npt been'discussed: 
the effect of tuition taK^e^ts on the public schools. On this particu- 
lar issue, there is a gr^st^deal of speculation. Supporters of tax 
credits believe that by establishing a systemHhat provides parents 
with greater choice in selecting education alternatives, an atmo- 
sphere of competition between public and private schools will de- 
velop, resulting in improvement in the quality of public school pro- 
grams. That is, the availability of tuition tax credMs wpuld serve as ^ 
the catalyst for improvements in public schopls* 

Opponents believe, to the contrary, thalj tuition tax credit^ would 
lead to the withdrawal frpm the public schools of the more moti- 

' . . J 

»The data analyzed by Jacobs indicate thdt 12 percent of the toul oWfllmtnt in 
' private schools at the elementary level is from families withjjpicomes of $ 10.000 or 
les*'. The corresponding figure for the high school level is 10 percent 
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feu^ <ip the nuaite^^^ iu priv-ak* sehooJa at dii- 

feri6l5t tuitioi^ leveb, the avi?rag^ tujti^m levels for those sectors and 

wiih children^ 5 to 17 years old in diflferent 
i w^^MaijJiia??^^ posaibli^ to 4niulat& l)ti0 flow of tax credits* nudef 
tht^ Pr^i^jdent^ tk^^ cr^t proK>*Mal to t^^ stat^/ ln Table 2> the 
jiiotakt4Ni0j>w of M^t^tjredits und&ihe iReiigan^p^ 
|StH> iithl^^jji^hid^ wuid be impbitij^ated itt^985^ is campled with 
the rri*n t : 196 1 i flow iff federal edi^tion aid to the niatm. . 

It ^hj>^kf i>e n«tt!d thatitlsdiffimlt t4>c©mpari^,doll^ flows ot\^x 
credit.^ vviih ddlidt^ fl^ws i>f mmtiifi^eral support; Ikx credits are 
ii!i«>cac*M t^^ taJtp4|(^^a^ lir^ Mi distribttted dirtily to aehoois. Tb 
' 'the ;**^te)&i^Kafc pH#fe-f chook^-?i^ tuition le^^els above cor- 

:tm% la^f,te c^^ m unrej^trifeted revenue 

v^v^Spurfee for thir ijchool^ 'iNie.figure^^-in the tabl^' represent the total 
:.:4dlain^'.d^ dibits, sorir>^ of whidhi wo^^liS fl.ow to .schools and some . 
■^whid^Jwj&uidb^S'-^ , , ' _. ... 

jCutc^eiit'f^^^ tonds are allocate through nurrieirous programs. 
igilTj^uf ii^hi^ provide ;tods ;jc|ireeU to schoolj^ and otheris of which 
llow through states. A large portion of federal funds are restricted in 
such asihoseprovid Chapter I, whidi are subject to 

regutetlol5s rt^^t^^^ their uie/ On the other hund, other funds, 
Mch a$ Impact Aid unre^trii^red in how they t*dn be used. Thm, 
'r^^^ihiSii aid per pupil doe^ not represent an amount of funds avail- 
able to even^oiii^^ benefit of every pupiJ but rather an 
average amount of support. The purpose of comparing flows of tax 
i^redtta with flows of current federal revenues fe to indieate relative 
inagx^itudeJi of federal support for pupib attending public and private 

if the KeagaB propt^sal were implemented full>; the total cost would 
.. .be a%out $1:3 bilUon?;0h average parents of pupils attending pri- 
vat^^ ^hi|^k would reeeive^ a tax benefit of about $249 per pupih 
rCurr^tiv, the Itederal government distributes approximately $8.9 
■ fall ton* or ^^a per public ischool pupil In total, tax credits 

, would p^ to private sdfiool parents about 14 percent of the 
%enefiti flowi to pupils enrolled in public adiook: but on a per 
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Table 2 

Compamon of the Actual Flow of Federal Revenues^to Puolic Schools 
aiid the Anticipated Flow of Fefleral Tax Credit Benefits by State 



Federal Revenues 
to fuhtk School 1981 



TOTAL 
(MiUioni) 

$8,887 



Per 

$221 



Percent of 
All Kevenat^s 

8.1 



Tax Credit Flow^ 

TOTAL Per 
(MiUions) PuptI 

Sl,258 $249 



Tax Credit Flow • 
as a Percent of ; 
Federal Revenues to 
Public Schools 1981 

Per 

TOTAL Pupil 
14 412 



NEW ENGLAND 
Connecticut 
JIalne 

Massachusetu 
New Hampshire 
Rhode island 
Vermont 



473 
97 
51 

271 

17 
23 
16 



223 
184 
232 
279 
99 
159 
170 



7.1 
6.0 
9.9 
7.8 
3.9 
5.3 
6.9 



93 
27 
6 
40 

7 
1 
3 



299 
299 
332 
280 
330 
236 
352 



20 

28' 

12 

15 

42 

31 

19 



134 

^63 
143 
101 
334 
148 
208 



MIDEAST 
Delaware 
Marviand 
New Jersey 
New Vork 
Pennsylvania 



1,227 
36 
156 
163 
378 
450 



182 
373 
217 
136 
136 
244 



5.2 
10.5 
6.8 
3.6 
3.8 
7.6 



331 
6 
29 
53 
142 
101 



235 
271 
264 
^228 
230 
237 



17 
19 

33 
38 



129 
73 
121 
168 
169 



SOUTHEAST 


2,501 


259 


11.8 




247 


2fe6 1 


10 


103 


AlabiniA 


160 


214 


14.8 




19 


289 ; 


12 


135 


Arkansas 


114 


258 


13.9 




5 


254 1 


4 ' 


98 


Flonda — 


350 


226 


8.2 




53 


260 1 


15 


115 




253 


237 


10.9 




25 


298 f 


10 


126 


Kentucky 


160 


242 


11.9 




14 . 


197; 


9 


81 


Louisiina 


180 


232 


10.9 




35 


222 


19 


96 


MissisAippi ^ 


228 


489 


24.5 




14 


2731 


6 


56 


North Carolina 


325 


288 


13.7 




18 


299f 


' 6 


104 




175 


287 






ID 




Q 


iUo 


Tennessee 


273 


323 


16.2 




22 


29^ 


8 


M 


Virginia 


194 


196 


7.8 




23 


3U 


12 


159 


West Virginia 


88 


234 


9.9 




3 


23,b 


3 


99 


GREAT LAKES 


1,622 


217 


7.8 




265 


i 
2U 


16 


108 


Illinois 


500 


' 259 


8.6 




82 


2^6 


16 


87 


Indiana 


141 


137 


6.0 




27 


266 


19 


186 


Mschigtn 


437 


241 


8.1 




56 


1 

257 


13 * 


107 


Ohio 


393 


206 


8.2 




62 


226 


16 


109 


Wisconsin - 


151 


188 


6.2 




38 


^23 


25 


119 



^The flow of tax creditM i$ baued on a $500 maximum credit, a limit on the credit of 50 percent of cost and no refundabiliiy 
(Reagan's 1985 proposal}. I ^ . 
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Table 2 (cont.) 



Tlx Credit Flow ; 
Ma Percent of | 
Federal Revenueelb 





to 


robOibSehooiiiSSl 


TuCnditFlow* 


Public Schoob 19il 








ailV ^mrm - 


TOTAL 


Per / 




Pto 




CMD^Ioiia) 


w Pupil 


^RmtnuM 


(MilllOBS) 


Pupfl"^ 


tOTiU:. 


Pupa 


FLAINS. ^ 


fS8B 


$198 


6.8 


$89 


$235 


15 


119 


Iowa 


85 


172 


6.0 


16 


244 


18 


142 ; 


Xansaa 


80 


188 


6.4 


8 


248 


10 


131 


^NOiuiesota 


137 


187 


5.2 


20 


219 


15 


117 


BliiiOUKi 


175 


214 * 


8.7 


• 

31 


235 


18 


110 


Nebiaika 


57 


208 


7.6 


10 


251 


18 ^ 


121 




21 


184 


7.7 


2 


195 


10 


106- 


South Dakota 


34 


271 


11.8 


3 


245 


9 


90 


\~ ' 
SOUTHWEST 


1,170 


274 


10.4 


56 


250 


5 


91 


Ariaona 


162 


314 


11.4 


10 


264 


6 


84 


New Mexico 


30 


335 


12*0 


4 


233 


4 


70 


Oklahoma 


173 


302 


11.5 


5 


309 


3 


102 


Texaa^ 


745 


256 


9.8 


37 


242 


5 


95 


ROCKY MOUNTAIN 


250 


184 


7.0 


17 


276 


7 


150 


Colorado 


112 


207 


6.8 


10 


275 


9 


133 


Idaho 


35 


in 


8.5 


2 


328 


6 


192 " 
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MonUiia 




38 


251 


8.3 


Utah 




45 


127 


6*1 


Wyoming 


- 


19 


195 


6 


P AR WEST 




1,056 


' 189 


7.3 


JlUitlut 




23 


263 


4,1 


(^Jilornia 




642 


162 


6.8 


Hawaii 




50 


308 


10,4 


Nevada 




26 


172 


8.0 






136 


234 


9.0 


Washinfton 




178' 


238 


8.5 ^ 



2 218 5 86 

2 339 i 268 

1 254 5\ 130 

\ ■ 

159 259 15 \ 137 ^ 

_1 _ 262 4_ 100^ 

123 254 19 ' 157 

10 291 20 Jdb 

2 313 8 ^83 
7 263 5 89 

16 281 9 US 



*7h€ flow of tax crtdiU i$ boBed on a $500 maximum credit, a limit on the credit of 50 percent of cost and no refundability- 
(Rmigan'k 19B5 proiH>mi). 

Voir: Data ia nof available from the National Center for Education Statiitics for American Samoa, Guam, Puerto Rico or 
the Virgin isUmda, 

Prepared by the Education Finance Center, Education Commistion of the States. 
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pupil basis, the aid pupils enrolled in private schools would ex- 
ceed that of pupils enrolled in public schools. If the loss to the gov- 
ernment of providing tax credits had to be made up in a r^uction of 
aid to public schools, federal aid to education would need to be re- 
duced by about 14 percent: If the provision of tax credits did not 
come at the expense of federal education support, the parents of a 
pupil atiending_pnyateschool would receive 12 percent more in tax 
benefits than the amount currjently available for pupils attending 
public schools. If tax credits were funded by reducing federal aid to 
public schools, the parents of a pupil attending private school would 
receive 31 percent more in tax benefits than the average parents of a 
pup}] attending public sch )ol. 

The levels of tax credit benefits and their relation to current fed- 
eral aid would vary dramatically among the states. Over half of all 
credits, 53 percent would flow to eight states (CalTfornia, Florida, 
Illinois, Michigan, New Jersey, New York, Ohio, Pennsylvania}.* 
These eight states currently receive 37 percent of federal education 
support*. While the proportional distribution of tax credits and ciir- 
rent federal aid would be sinular for many regions of the country; 
there are regions where the proportions would differ The Mideast- 
ern region receives Sfetout 14 percent of federal aid for education; it 
would reckve about 26 percent jpff all tax credits. The Southeastern 
region receives about 28 percerii j^ff all federal education aid; it would 
receive about 20 percent of all ta)^ credits. The Southwes^i^n region 
receives 13 percent of federal education aid; it would recei^ less 
than 5 percent of the tax credits. 

In 22 states, the total value of tax credits A^tmlds^Ht^ than 10 
percent of the total federal support to public schools. However, in 7 
states, tax credits would exceed 20 percent of the value of federal 
support currently flowing to public schools. For example, in New 
York, federal aid is currently $378 million, accounting for 3.8 per- 
cent of the revenues received by public schools. Under Reagan's tax 
credit proposal, fully implemented, parents of pupils enrolled in 
private schools in New York wpuld receive $230 million; 62 percent 
of the amount now flowing to public schools. 

While no state would receive more in tax credit benefits fami- 
lies than it c«irrently receives in federal aid to schools, parents of 
pupils attending private schools in many states would receive more 
in tax benefits per pupil than is currently provided, on average, in 
per pupil federal aid to those enroltM in public schools. In 18 states, 
the average value of the tax credit would be less than the average 
amount of per pupil federal support. In 12 states, the average tax 



*Thi» aMumec no imiituttona! reaponve in the short run. 
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H credit would be between 100 and 125 percent of the average per 
. pupil lev^l of federal support. In 9 states, tax credits would, on 
# average, be between 125 and.. 150 percent of the amount of per pupil 
federal aid. In 11 states, the^verage tax credit would exceed 150 
percent of the average federatl^id currently available to each pupil 
in public ^hopls. 

If federal aid to public schools Were reduced in order to make up 
the loss incmred in providing tax credits, the balance would change 
more dramatically. Assuming that all states would lose 14 percent of 
their current federal support in order to pay for tax credits, there 
would be wid<^ variations among the states in the relationship be- 
tween the flow of tax credits and the flpw of federal aid. For in- 
stance, in New Hampshire, the average amount of federal aid per 
public school pupil would decrease from $99 to $85. The average tax 
credit, $330 per pupil in pi^yate schools^ would be 288 percent greater 
than the value of federal aid. In Tbnnessee, where federal aid cur- 
rently provider 16.2 percent of all support for public schools, federal 
aid per pupil would decrease from $323 to $278. The average tax 
credit benefit, $295 per pupil in private schools^ would be 6 percent^ 
higher than the average per pupil amount|^f federal aid to public 
schools. Even in Montana, which would receive a small amount of 
tax credits, the value of the average credit, $216, would be equal to 
the value of the average per pupil support currently provided by 
federal aid to public school students, $215. 

In summary, if President Reagan's tax credit proposal were imple- 
mented, it would cost $1.3 billion, about 14 percent of the level of 
/ federal aid to public schools. In some states, there would be a signifi- 
cant flow^f tax cr^ts, resulting in an average tax credit that would 
exceed the per pupil aii;H>unt of federal aid" currently flowing to the 
stftte. ln otlier staitfpts^ the value of the average tax credit would be 
than the of federal support to pupils ^ public 

i^6<^-if tiie revenue loss due to tax credits were made up by reduc- 
ing federal aid to public schools, the average value of the credit 
would equal or exceed the average value of federal aid to public 
school pupils in almost every state.^ 
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V. The Flow of Iks Credits to 
the StatesUnder Alternative 
Ihx Credit Mechanisms 



the purpose of this chapter is to exjimine the flow qforedits to the 
states under th^ Reagan prc^osal as it will operate in 1983^, 1984 
anid IsMs and as it could operate if modifications were made in some 
of its characteristics. In order to accomjpliah this objective, a com- 
puter simulation model was deigned that was iensitive to (1) en- 
rollment levels in private sdiools (o^ly 1978 data were available, 
and no attempt wm ma^e to project how nmny pupils would switch 
from public to piivate schools); (2) tuition level (based on national 
average tuition levels for different iypfm of sdfeols and state enroll- 
ments in those schools); and (3) family income leyels (based on the 
distribution of families with children 5 to 17 years old in each state 
in 1980). The following tax credit approaches were simulated: 

Approach 1. The Reagan proposal for 1983 

Approach 2. The Reagan ph)po6al for 1984 

Approach 3. The Reagan prcqiosal for 1986 j 

Approach 4. The 1985 Reagan proposal with refiindability 1 

Approach 5. The 1985 Reagan proposal without an income 
ceiling 

Approach 8. The 1985 Reagan proposal with a 33 percent, 
rather than a 50 percent, limitation 

The characteristics of theise alternatives are summarized in the 
following table: 



Approach 1 
Approach 2 
Approach 3 
Approach 4 
Approach 5 
Approach 6 



Credit 

$100 

300 
500 
500 
500 
500 



Pncent 
ot Tuitton 
Limit 

50% 

50 

50 

50 

50 

33 



Incoine 
Olline 




27 



Tables 

« ■ ■ * 

Revenue Flow Under Altemithre TuiUon Tax Ciedit Systems 
(MiUion«of(|bUan) 





Apcnmdi 1 
FInt Ywr 


Apnroaeh2 

- - 

RaaCin 
Saeood Yau 


Apmoti^ 3 

■f ■ ■' 

Raagaa Fully 
boBlaiiMiitad 


Apotoach'l' 

ReaCuFuOy 
Implein«nted 

With 

KCittllfUUlllliy 


Approach 5 

Reagan Fully 
Implemented 
With No 


Aiipr6ach6 

R««gin Fully 
Implemented 
With 33 Fcrcent 
Limit 


ALL STATES 


$401 


$1,068 


$1,258 


$1,558 


$1,280 


$927 


NEW ENGLAND 


25 


,75 


. 'i' 93 .. 


109 


92 


69 


Conntcticut 


7 ^ 


22 


>: 27 


32 


28 


21 


Maim 


1 


4 


6 


8 


6 


; " 5 


littMdiitwtts 


12 


3S 


/' 40 


48 


41 


30 


New Htmp«htre 


2 


5 


li . 7 


8 


7 


6 


Rhcxie blind 


2 


7 


1 7 


9 


7 ^ 


■^5 


Veraiont 


1 


2 




4 


3 


'2 


IfDEAST 


114 


298 


t 331 


406 


339 


23^ 




2 


5 


6" 


7 


6 


5 


MaiyliJod 


9 


24 


29 


34 


30 , 


" 22 


Ntw Jemy 


19 


49 


53 


64 


55 


38 


Ntw York 


49' 


126 


142 


177 


146 


102 


Nnnsyhrinla 


35 


92// 


101 


122 


102 


71 



65 

S 

1 
15 

6 

5 
11 

3 

4 

4 

5 

6 

1 

94 
30 
9 
18 
23 
14*, 



185 
14 

3 

41 
17 
13 
29 
10 
13 
11 
16 
17 
3 

240 
75 
23 
49 
58 
35 



247 
19 

5 
53 
25 
14 
35 
14 
18 
16 
22 
23 

3 

265 
82 
27 

56 
62 
'38 



33$ 

!15 
" 7 
72 
35 
21 
47 
21 
23 
21 
31 
28 
4 

315 
100 
31 
66 
74 
44 



250 
19 

5 
54 
25 
15 
35 
14 
18 
16 
23 
23 

3 

270 
84 
27 
57 
63 
39 



201 

16 
4 
42 
22 
10 
27 
13 
15 
14 
17 
19 
2 

184 
57 
19 
39 
43 
26 



32 
5 
3 
8 



81 
14 
7 

19 



15 
20 



105 
17- 
9 
24 



90 
15 
8 
21 



61 
10 
5 
14 



V 



lAiiMli' 

So^Ui Otkola 
•f 

SOUTKWES^ ' 
Aifionn 

RQCKY MOUNTAIN 

MoaUiui 

tfUh 

Wyomiog 



^ TMt 3 (tout.) 



Rfifiii 
Stcood Yt»y 



RmCIUi FuBy 
itn|ikfa#fiUd 

Wtth 
RgfttodabUiiy 



$11 


" $27 


$31 


S3B 


3 


9 


10 


^ . n 




2 


2 


2 


1 


3 


s '.a 


' 4 


n 


48 


56 


72 


3 


8 


10 


13 


1 


3 


4 


5 


1 


6 


5 


6 


12 


31 


37 


48 








r 


6 


'u 


17 


20 


3 


8 


10 


12 


1 


1 


r 


2 * 


1 


2 


2 


3 


1 


2 


2 


2 


0 


I 


1 


1 
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Appfoth S> 

IU«|an Fully 
Impfcmtnted 

With No 
tocome Cciiinf 



Approaches 

Retf an Ftlly 
ItnplmenUd 
WUh 33 Pcrc^ii 

Limit 



$31 
10 
2 
3 



S21 
7 
I 
3 



57 
10 
4 
5 
38 



41 
8 
3 
3 

27 



17 
10 
2 
. 3 
2 
1 



14 
8 

•1 
2 
2 

1 



FA|l WEST 


S2 


129 


159 


198 


164 


11» *. 




0 


1 


1 


1 


1 


1 "\ 




37 ' 


too 


123 


156 


127 


93 * 


Hamm 


^. '3. 


8 


.'10 


12 


11 






d ^ 


'1' ' . 


2 . 


2 


2 ■ 


1 




2 


6 




9 


7 


. 5 


Wkshiiiftdii 


5 


13 


16 


18 


16 


11 



*Vaf r iktt0 It ito^ avattabk from the Nuiionai Center for Education Staiutta for AmefUcan 5tf m&a, Guam, Puerto Rico or 
the Vlr^n hkmMiL » » * ^ 

Prepared by the Education Finance Center, B&Ucation Commiuion of the States, 
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Tm flow of Uut credits fco fctmities in the 50 statfer i» shown in 
Ikbte 3. An dtmiiii«d prieviou^ly» full impkmentation of the Raagan 
proposal in 1965 in «^itiin«t«d' to cpiit and provide tax relief of $1,3 
billibn. In 1983. gie total coet would be about $400 million In 1984, 
the total coftt wc^lld be nearly $L 1 billion. Thus, even though the tax 
credit limits increase by a factor pf five (from $100 to $500). thejtgtal 
coet of the program only triples. This reflects the'fa<| that current 
tuition levels, particularly in Catholic^schools, are^^^iStKely low* If 
tuition levels increased, or if enrollments increased dtSfrio the avail- 
ability of tajt credits, tibe program would cost even more than $1.3 
billion in 1985. The addition of refundability to the characteristics of 
the program would add approximately $300 million in additional 
total cost; that is, with reftindabiUty, the Beagan tta. credit prograib 
would result in reduced revenues to the federal treasury of $1^6 
billion and injhe provtsioii of $300 million^in additional benefits to 
families irefundabtliiy is assumed to apply to all famili^ with fijn 
mcome lajs than $10,000k Apparently, ^e inclusion of an inconie 
ceiling has very little imV>ilt on the total cost and benefits of t^e 
pn^mm. *lf all families were eligible to receive tax credits regard- 
less of income, the additional cost is estimated to be $20 millio|n. 
(finally if a 33 percent, rather than a 50 percclit, limitation wejrfe 
used, the program would cost about $330 million less; The use oil a 
lower percentage ceiling would not 'affeirt those families sending 
their children to pnvate schools with tuition levels exceeding; $1,500; 
for families seijding their children to private schools charging $600 
in tuition, the credit would decline from $300 to $200, however 

In general, the different approaches to tax credits would not result 
in sigpificantly Afferent allocatiops of credits to the regions of the 
coun^. Under the fully implemented ReagAni>roposal the regions 
would receive the foUowingproportions of all credits provided, which 
are compared with their prcqwrtions of gupilsvenrolled in private 
schools: , * 







Propoftlon 




Proportion 


ofAUPupiU 


Rcffitoo 


of AllOediU 


In Private Schools - 


New England 


" ' lAh 


* 6.1% 




26.3 


27.8 


Souihea&i 


19.6 


im 


Great Lakes 


2hl 






^l 


IS 


Soulthw«$t 


, 4.5 . 


AA--' 


Kocjty Mountain , 




IJ 


Fat West 


12.6 ^ 


12.1 



Am indiKMUiA, ttu? jRm 4f l^t 0ttd^u mutcbM the <»nrDllmrnl« of 

hig6«it p]r>ip(Hrit^0 of 14^1 tt^i^ m mmp^r^ w 4m\t\itntnU Tbe 

pmif/f^hmit \^ idfcft^iir New Eiiglkiitit i>tat«i^ would cl«^- 

r^iV46^ J (MffCiftjat 4U OPi^diit^i If tihie |»emmtiig«if mhng were 
Hr«fJiii<*4li^ jtt pn^nnftit. i^iatta^ ttithe Mfiteiit^i«^ region wdi:3d miiMve 

eiiirt<»*ti HUtiet^ With a tlOU miitimt^Z^ies m tfcal jr<^ion tvoutd 

4it^^i*i^«^^^ii«^Mttidt^ Similar i^itUd- 

~Wrm m\m m the Gre4t Lake* aiid ^lyss^ jti^gion^ 

Iiv Ikbt^ 4, tJbi* ^verng^ fH^^i^iiAijiw of cr^t^ i^h^^ii^ under 
4h^* dtflff rviU eripdii upproachet^ j^ko rfioiivft i** the percentage 
telatiMiifliip b^^i^y^ti jthe avejr^g# t^ast ci'^sdit and th^ avct^gi' per 
pupil ^mimm federal ifund^ pmvtded to pui^lit §ihtH?i5^. Tlie sue of 
Ih^* 4*%er«j{t^ <rredit ^outd change appr^^Mcb u^ed ttajh^tributfe^ 
the wtd^tis ^^haiig^/ lliivv^^ in thij*^]t^e «if the averiigt? eredit 
aliu changes the ^py^tmth ehange^ U^mg ^ %Wi vmmmm and 
tht^-htfjtiic chajMacten^UCB M the He^g^n pfopo^t^ the average credit 
i^^uid ,be ^d ^mWg the atate?^, the average would vary from 
i6§ to |86..l?iiiog a SSW maiiinutn^ the average credit would in- 
crMSi* to $2I U and the variation %mm% the states would inoreaBe 
from # tew of f lW to m high of $258. \VhiIe the average ta^t credit 
would increase i^t^mewhgit ^nder the fully implemented Reagan pro- 
,pi*i^l^ to $249, the variation among the states would increase signify 
^MntUt from a lo^^ of $ to a high of $852 The addition of refund- 
abilitv to the Reagan proposal would i|icrea*$e the variabi lity among 
»tateit slightly The elimination of the iif^come ceiling^ would not 
iignsfieanttv chMge the dbtributlon of eredite among the istatei 
Finalh, a reduction m the percentage limitation from 50 to 33 per- 
cent results in a decrea.^ in the average taar credit and in t\m varia- 
tion on the average credit amijng states. 

Ai the im oredit approadi changes, the relationship between Uie 
average credSt flowing to parents of pupils in private^ schools and the 
average federal aid to puptrB in public schook changes. Lfeing a $100 
tnasimum credit, the average credit m every ^^tate would W ie^ 
than the average per pupil led^ral si|pport. 1»Vhen the credit m in- 
creajiied to $^00^ jy[^Hgiv«rag# credit % les» than per pupil federal * 
suggoriUfi^^^^ in 17 stat<^^ the average credit is up 

to Sii percent higher than federal support, and in 5 stateis^ ilie aver- 
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Samoa, Guam, Puerto Rico or the Virgin Islands, 



i 



age credit is more than 50 percent greater t]pn federal aid Under 
^e fttHy^Hnptemeftted Reagan proposal, the credit in 32 stktes would 
exceed per pupil {federal aid; in 11 of those states, the credit would be 
more than 50 percent greater than federal support. Adding refund- 
ability or' eliminating the income ceiling increases the number of 
states in which the average credit exceeds current average fiederal 
aid. However reducing the percentage limitation from 50 percent to 
33 percent results in the average credit being less than or equal to 
average current federal support in 33 states. 

In summary, changing the tax credit approach can alter thejdistri- 
bution of tax credit benefits^among the states. A lower absolute 
credit ceiling or a lower percentage limitation results in lower total 
cost and in more states having average credits that are less than 
average per pupil federal support. The inclusion of a refundability 
provision increases the cost of the tax credit proposal substantially. 
Also, a high income ceiling does not change the cost of the tax credits 
proposal significantly. 
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the EdncatioR C'Ommisiiion of flie SuiKt in « nonprofit, nationwide 
InMnrtate compuct fonned in I9ei. The priMairy purpose of Oie Com- 
nUwioa is to |uwi»t govemor». atate tegfaiatorm stay^ucation offl- 
ctala and otiuara to develop policies to improve theAuali^ of educa- 
tioa at aU levdb. Forty-eight states, American Sa%oa, IMerto Rico 
and the Virgin Islands are members. The ECS ceniral offices are at 
IMO Uai»ilR Street, Sudte 900, Denver. Colorado 80395. The Washing- 
ton office is in the HaU of the Stotes, 44<imrthi^apitol Street, N.W.. 
Suite MS. Washington, D.C. 20001. It is the poUcy of the Education 
Conanisaioa of the Stotes to take affirmative action to prevent dis- 
crlminatioR In its poUcie*, prograr»s and employmeni practices. 
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